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KOREA KEY ECONOMIC INDICATORS 


Unless otherwise indicated, all values are in current us$ Million and represent period 
averages. 
Exchange Rate: US$1.00=795.2 won lst Half Est. Percent Change 
As of December 10, 1987 1986 1987 1987 1986 1987 1987 
(lst Half) 
INCOME, PRODUCTION, EMPLOYMENT 
GNP 95,108 - 118,301 15.1* - 15.8* 
GNP at Constant (1980) Prices 97,534 48,269 109,823 12.5* 15.3* 12.6* 
Per Capita GNP ($) 2,296 - 2,822 13.6* - 14.4* 
Plant & Equipment Investment 13,038 - 17,468 33.8* - 25.0* 
Disposable Income 88,279 - 109,997 15.0* 16.0* 
Indices: 1980=100 
Industrial Production 195.0 226.8 1 16.3 
Avg. Labor Productivity 187.8 208.3 1 10.9 
Avg. Industrial Wage 199.8 225.9 
Labor Force (Thous.) 16,116 16,760 
Avg. Unemployment Rate (%) 3.8 3.3 
Total Population (Thou. Mid-year) 41,569 42,082 


MONEY AND PRICES 
Money Supply (M2) 1/ 39,277 51,392 
Interest Rates (Comml. Banks) Baek 11.0 
Indices: 1980=100 
Wholesale Price 225.5 126.4 
Consumer-Price, all cities 144.2 148.5 
GNP Deflator 141.4 145.4 


BALANCE OF PAYMENTS AND TRADE 

Gold and FX Reserves 1/ 7,955 8,100 9,000 

External Debt 1/ 2/ 44,500 37,700(Sept) 36,000 

Annual Debt Service 3/ 9,480 - 15,200 

Annual Debt Service Ratio (%) 3/ 2264 ~ 273 

Balance on Current Account 4,617 4,107 9,400 - 

Balance of Trade (FOB) 4,206 2,951 7,200 - 

Exports (FOB), Customs Basis 34, 715 20,966 46,500 34.1 33.9 
To U.S. 13,880 8,285 17,900 Me 29.0 

Imports (CIF), Customs Basis 31,584 18,653 40,500 21.4 28.2 
From U.S. 6,545 3,909 8,800 29:52 34.5 

Average Exchange Rate (Won/US$) 881.45 837.4 820.6 -5.5 -6.9 


Period-End Exchange Rate (Won/US$) 861.4 808.9 790.0 -3. -6.1 -8.3 


Major imports from the U.S. in January-September 1987 (in US$ million, CIF): 
Nonelectrical Machinery (863), Electrical Machinery (354), Chemicals (699), Raw Hides 
(526), Grain (434), Coal and Oil Products (274), Iron and Steel Products (267), pulp and 
Waste Paper (252), Aircraft (239), and Raw Cotton (225). 

Major exports to the U.S. in January-September 1987 (in us$ million, FOB): Electrical 
Machinery (2308), Textiles (2295), Automobiles (1573), Footwear (1280), Nonelectrical 


Machinery (859), Handbags and Clothing of Leather (732), Toys (683), and Sound Recorders 
(475). 


Footnotes: * Percentage changes calculated in won terms. 1/ Data are for end of period. 
2/ All external debt including debt of under l-year maturity. 3/ Includes payments on 
debt of under l-year maturity as a percentage of total exports of goods and services. 


Source: Embassy estimates, Bank of Korea, Economic Planning Board and Ministry of 
Finance, 





I. OVERVIEW AND OUTLOOK* 


Real GNP expanded 15.3 percent in the first half of 1987, the most 
rapid half-year growth the Korean economy has experienced since 
1978. Exports retained their usual role as the main engine of 
growth, recording an impressive 34 percent rise over the same period 
in 1986. Export growth helped Korea post a current account surplus 
of over $4 billion, almost the level of the current account surplus 
for the entire previous year. The government used the current 
account surplus to reduce foreign debt, down by almost $4.1 billion 
during the first half year. 


In the third quarter, the economy felt the effects of labor disputes 
which engulfed Korea during a 7-week period from the end of July 
until mid-September. The disputes drove August industrial 
production down 1.2 percent from the previous August and 17.1 
percent from July’s production levels. Exports were up only 19.1 


percent, compared to an average of 30 percent for the previous 
months. 


By the latter part of September, however, the economy had largely 
recovered from the strikes. September exports were up 45 percent 
from September 1986, and October exports, up 27 percent, indicated 
that the "recovery" was well under way. GNP growth for the second 
half year should be about 10.4 percent, well off the 15 percent 
level achieved in the first half, but still robust. Real GNP growth 


for the year should be in the range of 13 percent, about the same as 
1986. 


Korea’s trade surplus with the United States continued to mount and 
is expected to reach $9.5 billion by year-end 1987. The slow pace 
of market liberalization has been a cause of concern. A number of 
Korea’s trade partners are encouraging a greater Korean contribution 
to the maintenance of the global trading system. 


While Korea’s trade surplus with the United States has risen, its 
deficit with Japan shows signs of peaking. Exports to Japan were up 
54.1 percent during the first half year, and expectations are for 
the trend to accelerate in the second half year and into 1988. 
Similarly, Korean exports to Europe are up a healthy 50.3 percent, 
indicating that Korea is having some success diversifying its 
exports from the United States. 


In the first half year, Korea’s economic managers turned their 
attention from Korea’s chronic deficits to the problems posed by the 
growing surplus. To date, the government has controlled the foreign 
sector-induced money supply growth through prepayments of foreign 
debt and central bank issued monetary stabilization bonds. As 
exports continue to mount, however, it is clear that other means of 
controlling the surplus -- including import liberalization measures 
-- will have to be implemented if the inflationary impact of the 
current account is to be controlled. 


* This report was prepared in December 1987. 
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It was expected that progress would be achieved in 1987 in tackling 
some of Korea’s structural problems, including reform in the 
financial sector and addressing the problem of industrial 
concentration. However, rapidly moving political events have 
largely upset those predictions. The new administration which takes 
power in February 1988 will inherit such issues. 


II. POLITICAL SETTING 


The events of 1987 have dramatically changed Korea’s political 
landscape. On April 13, President Chun announced that he was 
suspending debate on constitutional revision and would proceed to 
elect a new president through the indirect (electoral college) means 
as prescribed in the constitution. On June 10, the Democratic 
Justice Party held its convention and selected Roh Tae Woo to run 
for president. On that day, demonstrations broke out in Seoul and 
by the end of the month had taken place in all major cities, with 
protesters demanding direct election of the president. 


On June 29, Roh Tae Woo appeared on national television and 
announced an eight point democratization program, including a 
proposal to amend the constitution to permit direct election of the 
president as the opposition had asked. Immediately thereafter, 
demonstrations subsided, and the focus of political attention 
shifted from the streets to the conference rooms where political 
parties hammered out an agreement on the election procedures in 
anticipation of elections by the end of the year. On December 16, 
23 million Koreans went to the polls and elected Roh Tae Woo as the 
next president, with nearly 36 percent of the vote, and two million 
votes more than the second place challenger, Reunification Democracy 
Party candidate Kim Young Sam. Party of Peace and Democracy’s Kim 
Dae Jung finished in third place, less than 200,000 votes behind Kim 
Young Sam. 


In 1987, Korea experienced significant labor disputes. Beginning in 
the latter part of July, labor disturbances broke out in the Daewoo 
and Hyundai conglomerates. Within days, disturbances had engulfed 
most of the large conglomerates and spread quickly throughout the 
economy, with workers demanding higher wages and more benefits. 
During the 7-week period ending in mid-September, an estimated 3,400 
enterprises had experienced worker disputes. By September, however, 
the disturbances had largely run their course, and the economy, 
which had slowed considerably in August, again picked up. 


Preparations for the Olympic Games have continued at a feverish 
pitch, with signs all over Seoul counting down the days until the 
September 19, 1988 start. Negotiations with North Korea for sharing 
of some events were broken off on October 21 due to the North’s 
dissatisfaction at the number of events offered by the International 
Olympic Committee. Further talks are possible, although none are 
currently scheduled. 





III. KOREAN ECONOMIC TRENDS 


Macroeconomic Performance: Real GNP increased 15.6 percent in the 
first quarter and 15 percent in the second quarter, compared to the 
first two quarters of 1986. The 15.3 percent growth rate for the 
first half year is the highest half-year growth since 1978. The 
growth rate was led by a rise in manufacturing output, up an 
impressive 19.9 percent, and by continued high levels of capital 
investments, estimated at 15 percent for the first two quarters. 
Exports continued to surge, up 31.8 percent (26 percent in real 
terms), compared to the first half of 1986, while monthly letter-of- 
credit arrivals averaged 42 percent, indicating that the export boom 
would continue through the end of the year. 


Meanwhile inflation remained in check, with consumer prices up only 
2.1 percent compared to the first half of 1986. Wholesale prices 
fell 0.6 percent due primarily to continued low import prices of 
commodities and to the won’s gradual appreciation which further 
reduced dollar-denominated import prices in won terms. 


But although inflation remained largely in check, there were 
indications during the first half year that the economy was 
overheating. Supply bottlenecks began to appear in the textile 
industry, prompting a government move in March to reduce tariffs and 
streamline customs procedures to speed up the supply of intermediate 
products to the industry. There were also reports of labor 
bottlenecks appearing in some processing industries. With export 
orders pouring in, factory utilization rates climbed to 87.5 percent 
in June, the highest levels ever recorded. The average workweek 


also increased, with some sectors reporting as much as 60 hours per 
week. 


Labor: The strikes which engulfed the economy during the latter 
half of the summer resulted in an estimated 8.2 percent increase in 
wages compared with the level prevailing before the disturbances. 
Together with the 10 percent wage increases negotiated during the 
annual March-May cycle, Korean wages at the beginning of the fourth 
quarter increased 19.5 percent over their level in the fourth 
quarter 1986, a considerable rise over previous annual wage 
increases of less than 10 percent. Meanwhile, productivity (as 
measured by output per factory worker) is estimated to have 
increased at a rate of 10.9 percent in 1987. It is believed that a 
combination of high enterprise profitability and productivity growth 
will largely offset the loss in competitiveness caused by the wage 
increases, although much will depend on the results of the 
negotiations between new trade unions and corporate management 
during the annual wage negotiations in March-May 1988. 


Fiscal and Monetary Policy: Monetary authorities have moved to soak 
up excess liquidity caused by the the growing current account 
surplus. Preexport financing has been reduced from 645 won per 
dollar in February to 375 in August, while the Bank of Korea has 
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issued a record number of monetary stabilization bonds, now 
estimated to total 10 trillion won (gross) during 1987. Despite 
these measures, money supply (M-2) growth has continued to 
accelerate, reaching 18.2 percent at the end of June and passing 20 
percent in October. Nonetheless, despite the high nominal rate of 
money supply growth, money in the financial sector is generally felt 
to be "tight," with interest rates on the informal markets edging 
upward in recent weeks despite the growth in M-2, now more than 22 
percent. 


The government sector expanded further in 1987 due to a supplemental 
budget decree needed to finance summer flood damage. Budget outlays 
increased 18 percent over 1986, faster than the 16 percent nominal 
increase in GNP projected for 1987. Strong economic growth helped 
boost tax revenues, up 24 percent during the first 9 months compared 
to the same period in 1986, suggesting that year-end fiscal 
performance will also show substantial improvement. 


The 1988 government budget calls for substantially slower growth in 
outlays (8.7 percent) in anticipation of 8 percent real GNP growth. 
There will be considerable focus on welfare expenditures, and 
defense outlays, the largest single item in the budget, are slated 
to increase 17 percent. 


Balance of Payments and Foreign Debt: The most dramatic element in 
the Korean economic picture continues to be the external accounts. 


At the end of June, the current account surplus reached $4.1 billion 
and further expanded during the third quarter to reach $7 billion at 
the end of September, with $10 billion possible by year-end. 
Improvement on the current account came primarily from exports, up 
35.7 percent in the first three quarters compared to January- 
September 1986. Net services also showed a surplus, $1.1 billion, 
compared to a deficit of $0.7 billion during the same period in 
1986. Tourist revenue increased $0.5 billion to reach $1.6 billion 


while construction remittances also grew substantially to $887 
million. 


Korea’s foreign debt has continued to fall in 1987. As of June, it 
was $40.4 billion, down $4.1 billion since the beginning of the 
year, and already beyond the government’s original year-end target 
of $41.8 billion gross debt. By September 30, gross foreign debt 
had been reduced to $37.7 billion, with further reduction to $35-36 
billion likely by the end of the year. The government has continued 
to enforce measures aimed at curtailing private sector borrowing 
from abroad (which had been stimulated by a combination of lower 
interest rates overseas and expectations of further won appreciation 
against the dollar) in an effort to stem rising liquidity. 


The debt-service ratio, excluding voluntary prepayments, is expected 
to fall to 14 percent in 1987, down from 19.6 percent in 1986. 
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Exchange Rate: The won has fallen 82.8 percent against the mark, 
80.5 percent against the yen, 64.1 percent against the franc, 51.5 
percent against the Italian lira, and 49.8 percent against the 
sterling during January 1, 1985 - November 1987. Meanwhile, the won 
has appreciated during the same period 3.7 percent against the U.S. 
dollar and 3 percent against the Canadian dollar. During the first 
11 months of this year, the won appreciated 7.5 percent to 796.4 won 
per dollar at the end of November 1987. There is considerable press 
speculation that the won will appreciate further in the months 
ahead. 


Financial Sector: Korea’s banks continue to be burdened by the 
legacy of nonperforming assets left over from failed construction 
and shipping ventures, a problem which many observers believe must 
be addressed before a long awaited reform of the financial sector is 
implemented. Although Korean banks reportedly have nonperforming 
assets totaling 10-25 percent of total loans, bank profitability in 


1987 has been up substantially due to record returns in stock market 
holdings. 


Foreign banks are also reportedly having a profitable year, although 
there is growing concern about the slow progress of banking sector 
liberalization and regulatory reform. In October, the government 
announced that it would require foreign banks to reduce their swap 
lines (an allocation of local currency in return for foreign 
exchange deposits) by 10 percent by the end of the year. In their 
place, the government offered several compensating measures 
including easing of rules for certificates of deposits and access to 
the central bank rediscount facility. The government will also 


allow foreign banks to open more branches. To date, most foreign 
banks are not convinced that the government offer is an adequate 
response to their need for a reliable source of local currency 
funding to replace the swaps. 


Capital Market Developments: Korea’s stock market, which had risen 
rapidly throughout 1986 and the first 10 months of 1987, has slowed 
considerably since then as investors pondered the rapid political 
developments. The index, which had reached 500 by October had 
fallen back to the high 470’s despite government efforts to 
reinvigorate the market by relaxing rules pertaining to the 
institutional investors. As of mid-December, the index had risen to 
the 490 range. 


Although the government remains committed to a program of 
internationalization of the securities market, 1987 has witnessed 
very few significant moves toward granting foreigners access to the 
stock market. In November, the Ministry of Finance announced that 
it would permit conversion of convertible bonds to equities as 
originally planned, but that the stock could not then be traded for 
other securities. In another development, the government announced 
in November that it would create a mutual fund which would enable 
Koreans to invest in overseas markets. 
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Foreign Investment: Foreign equity investment is making 
unprecedented gains in 1987, with investment approvals certain to 
cross the $1 billion mark for the first time. Approvals totaled 
$830 million for the first 10 months of 1987, compared to $350 
million for 1986. The record approvals in 1987 are equivalent to 35 
percent of the aggregate $2.9 billion in foreign investment already 
in Korea. Japan heads the list of foreign countries investing in 
Korea in 1987, with $330 million, followed by the United States with 
$229 million. The most impressive increase, however, was marked by 
European investments which totaled $270 million from the United 
Kingdom, West Germany, Switzerland, and the Netherlands. This 
amount was more than three times the previous year’s level. 
Investments by all countries were predominantly concentrated (more 
than 70 percent) in manufacturing, with emphasis on electronics, 
machinery, and chemicals. 


The surge in foreign investment appears to stem from the growing 
confidence of foreign investors in the potential of the Korean 
economy. Another important factor that prompted the rush of foreign 
investors in the first half of 1987 was the government’s revision of 
regulations which closed the tax holiday provision effective July 1 
for all but high-technology areas. 


The government has slowed down the pace of liberalizing sectors for 
foreign investment. Currently 97 percent of the industries in the 
manufacturing sector are open to foreign investors without prior 
government approval, while only 61 percent of the service sector has 
been liberalized. Discussions are under way for opening up a few 
additional service industries, including advertisement, insurance, 
and transportation, but progress of late has been slow. 


Merchandise Trade and Import Liberalization: Korea’s merchandise 

trade surplus has continued to grow in 1987, reaching $4.8 billion 
by October 30. Exports amounted to $37.5 billion, a growth of 34 

percent compared to the same 10 months of 1986. 


Although the United States continues to account for 39 percent of 
Korea’s export markets, exports to Europe and Japan have accelerated 
in 1987, a trend which, if it continues, could well reduce the U.S. 
share of Korean exports. Helped by depreciation of the Korean won 
against the yen and most European currencies, exports to Japan in 
the first 10 months were up 53 percent compared to January-October 
1986 while exports to Europe were up an impressive 49 percent. 


Korea’s annual trade plan for July 1, 1987 to June 30, 1988, 
announced on May 31, 1987, has added an additional 170 items to the 
automatic approval status for import licenses. The list included 
such items as construction equipment, metalworking machine tools, 
large passenger cars, micro-buses, motor-cycles, slide fasteners, 
analog computers, hybrid computers, medium computers, grapefruit 
juice, and some textile raw materials. Of the total items included, 
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146 were listed in the preannounced import liberalization schedule 
of November 1, 1985. There were 24 items whose liberalization had 
been accelerated, and 12 which have been postponed until 1988 or 
later. As a result of the changes under the trade plan, the import 
"liberalization ratio" (i.e., the number of items now on automatic 
approval as a percentage of total items) increased to 93.6 percent 
from the 91.5 percent reached in the last plan. The Ministry of 
Trade and Industry has also removed 50 items from the “surveillance 
system" including bamboo shoots, roasted coffee, table or kitchen 
utensils, glass articles for lighting fittings, refined copper and 
copper scrap, hand tools, and electric organs. Under the Market 
Diversification Plan, more than 90 items have been newly added, 
while more than 100 items have been deleted. 


Protection of Intellectual Property Rights: New laws which became 
effective July 1, 1987 will help to alleviate problems of copyright, 
patent, and trademark infringement, which have been a serious 
concern for foreign businesses in Korea. In addition to stricter 
laws, Korea has also joined appropriate international conventions. 
With new legislation and new international commitments to protect 
intellectual property, the situation can be expected to improve 
markedly in the months and years ahead. Despite this anticipated 
improvement, however, there are lingering concerns among foreign 
businesses about how thorough the enforcement of the legislation in 
the initial stages will be. 


Textiles and Footwear: Korean textile exports have continued to 
perform strongly in 1987. During the first 9 months of 1987, 


textile exports amounted to $7.5 billion, an increase of 31 percent 
over the same period of 1986. The government and the textile 
industry are seeking a variety of measures to promote textile 
exports including plans for significant expansion of overseas 
investment and replacement of aging equipment. The industry is also 


placing greater emphasis on upgrading quality and developing new 
fashions and designs. 


Korean footwear exports are also performing far better than 
originally expected. Total footwear exports increased 23 percent 
during the first quarter of 1987 compared with the same period of 
last year, but exports to the United States were up only 3 percent 
during the period, amounting to $328.7 million. Letter-of-credit 
arrivals increased by more than 40 percent compared to the same 
period last year. The Korean Government set the 1987 footwear 
export target at $2.2 billion, which would represent an increase of 
only 5 percent over last year’s exports. It appears that the target 
will be exceeded. The government added footwear to its 
self-restraint system for exports to the United States, Canada, the 
United Kingdom, and Ireland. 


Electronics: Korean electronics exports, which had started gaining 
momentum in late 1985 when the won began its rapid slide against the 
yen, have continued to accelerate through 1987 with export growth 
running at 50 percent over 1986. Total electronics exports are 
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expected to pass the $11 billion mark by year-end and become Korea’s 
leading export industry. Korean made color TVs, VCRs, microwave 
ovens, personal computers, and video tapes continue to lead the way, 
enjoying substantial price competitiveness over Japanese products. 


Korea’s electronics industry continues to be heavily dependent on 
Japanese components, a factor which has played a large role in 
Korea’s chronic trade deficit with Japan. Total imports of 
electronics are expected to have risen almost 50 percent in 1987 to 
reach over $3 billion. In addition, the industry suffered from 
higher than average wage increases of 25 percent in 1987 and may 
consequently lose some of its crucial price competitiveness. 


The three major Korean semiconductor producers -- Samsung, Goldstar 
and Hyundai -- have enjoyed steady export growth of their 64K and 
256K dram chips in 1987, which many industry sources attribute as an 
indirect consequence of the U.S.-Japanese semiconductor agreement. 
Despite continued problems with reportedly low "yield factors," 
Korea’s semiconductor manufacturers appear resolved to press on. 
Samsung recently announced production of one mega dram chips, and 
the two others are likely to follow suit. Personal computers and 
several other consumer electronics were removed from the import 
restricted list as of July 1987. Foreign investment in electronics 
is showing a substantial increase in 1987 due to out-sourcing by 
Japanese companies. In turn, Korean companies are increasing their 
own offshore production base as a means of further securing export 
markets. Samsung, Goldstar, and Daewoo are all in the process of 
establishing overseas consumer electronics plants in such markets as 
West Germany, the United Kingdom, Turkey, and Ireland. 


Shipbuilding Industry: Since September 1986, shipbuilding orders 
have continued to rise despite a prolonged slump in the global 
market for ships. During the first 6 months of 1987, Korean 
shipbuilders received orders for 1.7 million gross tons (G/T), $429 
million in value terms. This figure represents a 159 percent 
increase in tonnage and 113 percent in value terms over the same 
period of 1986. Of these, overseas orders climbed 344 percent in 
tonnage and 129 percent in value terms, and amounted to 1.2 million 
G/T ($621 million). The boom is mainly due to Korea’s improved 
international competitiveness caused by the appreciation of the 
yen. Domestic orders totaled 492,000 G/T, up 26.8 percent over the 
first 6 months of 1986. The backlog of orders as of June 1987 rose 
by 36.4 percent from a year before to 4 million G/T, while actual 
ship construction was only 868,000 G/T, a 4.7 percent reduction from 
the first 6 months of 1986 due to the lack of orders in 1985 and 
early 1986. Despite the improvement in orders, there are concerns 
that currency appreciation and labor problems in the shipyards may 
cut short the recovery. Nevertheless, Korean shipbuilders remain 
optimistic for the longer term and for the expected recovery of the 
world shipbuilding market. In the meantime, they are attempting to 
avoid excessive competition among local rivals by agreeing to 


specialize in different types of vessels and to pool technology > 
acquisition. 





=}i- 


Steel Industry: Korea is the 10th largest steel producer in the 
world. In contrast to the sluggish performance of the global steel 
industry, Korea has continued to expand crude steel production to 
7.7 million metric tons (M/T) for the first 6 months of 1987, up 7.4 
percent over the same period of 1986. Total demand for steel 
products amounted to 8.9 million M/T, up 13.6 percent over 1986. 
Domestic demand accounted for 70 percent of the total, increasing 
27.4 percent from 1986 to 6.2 million M/T due to the boom in such 
steel consuming industries as automobiles, shipbuilding, and 
electronics. Thirty percent of total steel production was exported 
in the first 6 months of 1987. Export volume decreased 9.4 percent 
to 2.7 million M/T, due in part to the pressure to meet growing 
domestic demand. Meanwhile, the value increased to $1.24 billion, a 
6.3 percent gain over 1986 as steel exporters raised their prices to 
avoid antidumping allegations and to reflect cost push factors from 
the won’s appreciation. By region, Japan has emerged as Korea’s 
largest steel customer, accounting for 27.1 percent of total export 
value while the U.S. share stood at 25.6 percent. Korea’s import 
volume increased 59.7 percent to 888,000 M/T, primarily from Japan. 
Steel sheet imports increased 82.2 percent from 1986, accounting for 
74 percent of total imports. 


The second half-year growth rate of domestic demand will slow to 
12.7 percent because of accumulated inventories of steel products 
caused by the summer labor disputes. Exports are expected to rise 


14 percent due to expanded production capacity of hot coil and cold 
rolled steel plates. 


Tourism Industry: The tourism industry enjoyed its best performance 
ever during the first half of 1987. The tourism account registered 
a $747 million surplus, up 152 percent from the same period of 1986 
due to increased spending by Japanese tourists. Tourist receipts 
totaled $1.1 billion with 896,000 foreign tourists, up 81.4 percent 
and 18.1 percent, respectively. Spending averaged $1,188 per 


person, a 53.5 percent increase from $774 per person in the first 6 
months of 1986. 


Due apparently to labor disputes and political uncertainties, the 
number of foreign tourists dropped sharply during the third quarter 
of 1987. In October, however, foreign tourism began to rebound, 
assuring that the total number of tourists for 1987 will exceed the 
annual target of 1.8 million and $1.8 billion in 1987. Japanese 
tourists account for 45 percent of the total. The Korean Government 
expects 2.2 million visitors in 1988 and earnings of $2.5 billion. 


In September, the government eased restrictions on overseas trips by 
Korean tourists, lowering the minimum age from 50 to 45 and easing 
currency exchange limits. Korea is in the middle of a hotel 
construction boom, sparked by the 88 Summer Olympics (raising 
concerns about possible overcapacity after the games). Construction 
permits were issued for 42 hotels during the first half of 1987, 
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boosting the total number of hotels under construction to 118 with 
total tourist capacity of 14,659 rooms, including 15 international 
class hotels with 5,234 rooms under joint ventures. There are 

already 184 hotels with 25,000 rooms in service across the country. 


Construction: During the first half of 1987, orders for domestic 
construction totaled $3.9 billion, up 21.7 percent from the same 
period of 1986. Orders from the public sector were $1.9 billion, 
accounting for 51 percent of total orders. Major public projects 
included construction of infrastructure facilities for the 6th Five 
Year Economic Development Plan. Private sector orders also 
increased 21.6 percent, mainly because of brisk industrial 
investment especially from the petrochemical industry. 


Overseas orders for the first half of 1987 stood at $539 million, 
down 53.7 percent from the same period of 1986 due to sluggish 
demand in the Middle East and Southeast Asia. Orders from the 
Middle East declined to $348 million, a 46.2 percent drop from the 
previous year, while orders from Southeast Asia fell 68.2 percent 
from 1986, amounting to only $154 million. The invisible trade 
balance from overseas construction for the first half of 1987 showed 
a surplus of $507 million, the first time since 1982. The increase 
in inflows, up 128.4 percent from the same period of 1986, were 
helped by the settlement of unpaid bills from Saudi Arabia. There 
remains an estimated $1,916 million of overdue accounts payable, 
down 9.6 percent from 1986. The share of Middle East’s unpaid bill 
is $1,758 million or a 91.7 percent of total accounts receivable. 


In the near term, overseas construction is expected to recover 
gradually. The government has injected some badly needed capital 
through its "rationalization" program, which has also resulted in 
the elimination of seven financially troubled firms. The program 
also includes a drastic reduction in the number of companies 
permitted to engage in overseas activity. Of the 41 companies 
licensed for overseas construction, 26 will be encouraged to 


withdraw, leaving only 15 permitted to compete for overseas 
contracts. 


Automobiles: During the first half of 1987, auto sales totaled 
211,350 units in the domestic market and 258,383 units in the 
overseas market, marking impressive increases of 61.8 percent and 
84.1 percent over the same period of 1986. The major contributors 
to the fast pace of domestic sales were the newly introduced models, 
long-term installment sales, and the fact that many customers 
apparently accelerated their purchase of cars before the July 1 
price increases (caused by the installation of catalytic converters). 


In overseas markets, the debut of Kia’s Ford Festiva and Daewoo’s 
Pontiac Lemans in the U.S. passenger car market, together with the 
continued popularity of the Hyundai Excel in the United States, 
helped to boost the share of export of total production to 53.1 
percent. Of total exports, 213,464 units or 82.6 percent went to 


the U.S. market. In contrast, exports to Canada fell 63.8 percent 
to 15,505 units. j 
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Total exports in 1987 are not anticipated to reach their original 
target due to summer labor disputes, which sharply affected 
production at Daewoo and Hyundai. The labor disputes are estimated 
to have caused a drop of around 15 percent in production (1 million 
units) and a decline in exports of 500,000 units. Most analysts, 
however, do not believe that the labor disputes will have any 
serious longer term effect on Korea’s competitiveness in 
automobiles. 


The auto parts sector was active with a substantial influx of 
foreign investors. Exports of auto parts during the first 6 months 
amounted to $111.3 million, a growth of 155.9 percent over the 
previous year. The Korean auto parts industry remains heavily 
dependent on imports from Japan, although a combination of 
outsourcing by Japanese manufactures and localization efforts appear 


to be bearing fruit in reducing the bilateral trade deficit with 
Japan. 


Foreign automobile imports, including some U.S. models, continue at 
a trickle despite the July 1 opening of Korea’s automobile market. 
Several companies including Volvo, BMW, Mercedes, General Motors, 
and Ford have plans to import models to Korea in 1988. 


Agriculture: Korea’s imports of major U.S. commodities expanded 
during the first half of 1987, due to strong demand from the 
textile, leather, and feedgrains industries. The export price 
provisions of the 1985 farm bill helped the United States regain 
dominance in the cotton and corn markets. The textile industry is 


booming, having undertaken its first major facilities expansion and 
upgrading in years. Korea continues to be the world’s largest 
importer of raw hides, with imports up 25 percent in the first 6 
months of this year over last year’s level, signalling continued 
expansion of the tanning industry. The U.S. share has dropped 


somewhat due to tight exportable supplies. Finished leather import 
demand is also strong. 


Korea’s feed production has increased sharply. U.S. corn exports to 
Korea approximately tripled during the October 1986-September 1987 
grain marketing year over the previous year’s level in response to 
strong demand, competitive prices, and low exportable supplies from 
other origins. This remarkable growth does not fully reflect 
demand, which is dampened considerably by government-imposed feed 
quotas. The quotas limit the grain component in feed formulation, 
while encouraging the use of expensive local materials and nongrain 
feed ingredients. 


Farmers are enjoying the most significant procurement price increase 
in years. Rice procurement prices rose 14 percent, tobacco prices 
13 percent, and 1988 crop barley will be purchased at 10 percent 
over the 1987 price. 
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Agricultural trade policy is based on a high level of protectionism 
for the farm sector. The only products liberalized in 1987 with 
significant trade potential for the United States were grapefruit 
juice and wine. However, the wine imports are constrained by 
quantity limitations, high tariffs, and a tightly regulated 
distribution system. 


IV. Implications for U.S. Businesses 


The U.S. Government has been vigorously engaged in the process of 
encouraging greater opening of the Korean market for U.S. exporters 
and investors. Liberalization will benefit not just U.S. and other 
foreign suppliers, but also Korean consumers. Market liberalization 
will also enable Korea to contribute to the maintenance of the 
global trading system in a manner consistent with its rapid economic 
development. The Embassy stands ready to assist U.S. businesses in 
any way possible to encourage their further activities on the 
growing Korean market. 


Export Market: The growth of Korean exports to the United States in 
1987 will have brought total bilateral trade to an expected $27 
billion in 1987 and raised Korea’s trade surplus with the United 
States to almost $10 billion. Korea is America’s seventh largest 
trading partner and its fifth largest market for agricultural 
exports. It continues to offer good business opportunities to 
American exporters, especially in the current environment of growing 
Korean concern about the need to reduce its bilateral surplus. The 
Korean Government has encouraged Korean companies to buy U.S. 
products where possible and to seek new supplier relationships in 
the United States. There is growing evidence that some of these 
efforts are bearing fruit. During the third quarter, U.S. exports 
were up a healthy 43 percent over the third quarter 1986. 


There is strong demand for U.S. industrial raw materials, heavy 
machinery, electronics, and scientific products with a high- 
technology content. Korean manufacturers recognize the need to 
upgrade the quality of their products, especially those destined for 
export, and will need more advanced production equipment to do so. 
U.S. firms can compete very effectively here for sales of products 
such as medical equipment and supplies, telecommunications 
equipment, analytical and scientific instruments, electronic 
industry production and test equipment, electronic components, food 
processing and packaging equipment, industrial controls, special 
machine tools, and special-purpose computers and peripherals. 
Aggressive marketing and strong aftersales service are essential in 
a market which lies only a few hundred miles from Japan. Korea will 
continue to be a major market for U.S. agricultural commodities and 


industrial materials such as coal, chemicals, scrap metals, logs, 
and lumber. 





-15- 


Items of possible interest to U.S. manufacturers and suppliers 
include: color TV sets, nylon carpets, typewriters and duplicating 
machines, wind shield wipers and spark plugs, speakers and 
amplifiers, small computers, razor blades, canned pork, passenger 
automobiles (over 2000 cc capacity engines) cranes, metalworking 
machinery, soybean oil, automobile engines, VTR’s, computers and 
peripherals, and bearings. 


However, it is important to note that despite the positive 
liberalization measures taken by the Korean Government, a variety of 
restrictive administrative regulations and high tariffs can make 
import of liberalized items either impossible or commercially 
impractical. 


U.S. Investment: Prospects for U.S. investment appear to be very 
good and improving. Licensing and technical assistance agreements 
provide an alternative entry into the Korean market for U.S. 
exporters. The number of foreign licensing agreements has recently 
been increasing rapidly. Korean businesses signed 384 technical 
licensing agreements with foreign firms in the first 8 months of 
this year, a 15 percent increase over the 334 registered during the 
same period of last year. 


As of the end of this past July, the total royalties paid by Korean 
business on technical licensing agreements with foreign businesses 
amounted to $249 million, a 22.1 percent increase over the $204 
million registered during the same period of last year. The biggest 


amount, $95 million, went to U.S. companies; $92 million went to 
Japanese companies; and $18 million went to French companies. By 
industry, the electrical/electronics sector paid the largest amount, 
$82 million. The machinery sector remitted $59 million, and the 
petrochemical sector $34 million. 





















































